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Becoming a Franchisor
Jon M. Garon*
This article is part of a series of book excerpts from The Entrepreneur’s Intellectual Property &
Business Handbook, which provides the business, strategy, and legal reference guide for start-ups and
small businesses.
Although the approach to franchising is generally to protect the naïve new business owner from
being overwhelmed by the obligations of a new business, there are considerable benefits to owning
and operating a franchise as well. It is a very common, popular, and profitable method for building a
national or even global brand.

1.

What Makes a Great Franchise.

The same attributes that make a franchise a good investment for the franchisee generally make for
the most successful franchisors. Strong financial health, well-recognized trademarks, excellent training
and operational support, clearly demarked territories so competition among franchisees is minimized,
and other attributes are equally important for both franchisee and franchisor.
The franchisor is highly dependent on the skill and effectiveness of the franchisees, so careful
selection and extensive training also protect the franchise from weak stores and poor customer service.
In the world of social media, the brand of the entire franchise system can be damaged by a single
interaction between a store manager and a customer.
Some business types lend themselves to stronger franchise systems than others. Franchising is
necessarily a territorial activity, so restaurants, pre-schools, real estate agencies, and retail outlets that
are based on geographic territory are more likely to work well as franchises than online stores that
leave each franchisee competing with all other franchisees.
At the same time, a strong national brand has benefits for each of the individual locations. The
customer wants the same level of product quality and service at every location. Customers do not want
to think about whether the shop they are in is operated as a company store, a franchisor-owned outlet,
or a franchise. National—or at least regional—advertising is important to help drive traffic. The ability
to supply each franchisee with the needed goods in a timely and cost-effective manner is essential for
both the franchisor and the franchisee.
If the franchises operate as retail stores, then typically, higher profit margins on the goods would
make those stores more valuable. The public is highly sensitive to price, however, so volume may be
much more important than price margins. This is why the franchise industry is dominated by fastfood restaurants. Although these have low margins on the food they sell, they have high volume, great
efficiency, and good returns on investment.
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Like any business, the nature of the competition and the commoditization matter greatly. If a hot
new product is available in a region that cannot be duplicated by the competition, then the franchisor
may have a premium opportunity. For example, assume a newly founded electric car company were
to begin offering a line of cars and motorcycles. The company is named for Lewis Latimer, the son of
African slaves who escaped to Massachusetts. He represents a strong historical example since his
electric light bulb filament improvements were sufficiently more effective and less expensive than the
design by Edison that they led to the widespread commercial adoption of the light bulb.
The Latimer Automotive Company owns a myriad of patents on its battery and power
consumption technology. But it is competing with Toyota, Honda, and Tesla for market share. If the
car is a commercial success, franchised dealerships could earn $5,000-$10,000 per vehicle. There is
excitement in the marketplace and a price premium on the Latimer designs. The franchisor can
increase its revenue by licensing franchises in the top 200 U.S markets, but if it does, then the pressure
to deliver enough cars is magnified considerably. Failure to meet market demands for the cars could
put the franchisees out of business, resulting in devastating litigation for the manufacturer. Without
the dealerships, however, the manufacturer has a much harder time getting the public an opportunity
to see the vehicles and commit to the brand. To balance these concerns, Latimer elects to license only
a few dealerships in key territories so that the company can manage the availability of inventory with
the power of having retail locations.

2.

Putting Exclusivity and Relevance into the Franchise.

New franchises often begin as extensions of existing businesses that wish to expand. This
approach gives the franchisors time to develop the intellectual property essential to build the franchise
package. For example, a food truck or restaurant business may grow into a franchise by developing a
very popular group of recipes, a pricing strategy that makes the food highly sought-after by the public,
a trademark that can be protected nationally, trade dress that makes the look and feel of the business
highly iconic, funding to make the transition, and the management team able to lead multiple locations
with the training, service, and support needed to run a large-scale enterprise. Each of these elements
is critical.
•

Trade Secrets and Know-How—a very popular group of recipes is a form of trade secret or
know-how that makes the franchised company stand apart from the competition.
Restaurants are in a highly competitive market and open and close very quickly.
Understanding how to make fresh ingredients come alive for repeat customers is the
essential know-how of successful restaurants. Other businesses achieve their value
proposition in slightly different ways, but the know-how is essential to make the franchisee
want to invest in the franchise.

•

Pricing Strategies—franchise operations are less unique than many other forms of business,
so they are generally much more price sensitive than companies reliant on patents as the
source of their exclusivity. As a result, the right balance of revenue and volume are essential
to the long-term success of a franchisee and the overall franchise system.

•

National Trademark—many local stores and restaurants use names highly similar to one
another. But as a company grows from a single location into a national franchisor, it must
invest in a unique name that will not result in trademark disputes as it grows. The cost to
establish a trademark is much lower than the cost to rename and rebrand a company once
it has lost a lawsuit over the rights to its name.

•

Trade Dress—trade dress refers to the look and feel of the business, including its color
schemes, typefaces, artwork, furniture, decorations, and even architecture. If truly unique,
a company can protect itself from being copied by other competitors. More importantly,
the consistent trade dress provides a strong signal to the customer that each franchise
location operates according to the same playbook as every other franchise and the
experience in the store will be consistent from location to location. Some companies, such
as coffee shops, can build a brand based on the uniqueness of each location. For certain
businesses, this anti-standardization can work as a customer signature, but unless carefully
managed, it simply results in customer confusion and dissatisfaction.

•

Invention and Innovation—the strongest franchises established themselves through gamechanging invention and innovation. McDonald’s was famous for simplifying the menu,
redesigning the steps to make an order, and changing the time it took to order a fast-food
meal. The innovation and inventions of the process for making food gave it a significant
advantage over the competition that launched the enterprise ahead of all competitors.
Retailer franchises that secure exclusive rights to sought-after brands gain market share
over similar stores without those brands. While patents provided the strongest version of
this separation, process innovations and other inventions can separate the franchise
opportunity from the rest of the marketplace.

3.

Understanding the Considerations Before Franchising.

Once a business owner has decided to consider becoming a franchisor, the work has only begun.
In addition to the conceptual idea behind creating the franchise system, there are a myriad of details
that the franchisor must establish.
The franchisor should spend as much time and effort identifying the ideal franchise locations and
terms as was suggested for the franchisee. The success of the franchise is dependent on having each
franchise be a financial and professional success. Selecting the locations is very important. One of the
benefits to multiple locations is the efficiency of the advertising and marketing. For example, assume
the franchise sells unique packing and moving materials. Customers are unlikely to travel more than
30 minutes to get these materials (and most would not go nearly that far). Rather than providing a
franchise in a single large metropolitan market like Chicago, Miami, or Dallas, the company would be
better off putting the franchises in key traffic areas all within one of those cities. The retailer gets a
smaller area of exclusivity, but the advertising dollars go much further.
•

Networking—the franchisor should spend a great deal of time learning from other
franchisors and franchisees. There are many lessons to be learned in the business from
both sides of it. Networking, attending national franchise conferences, and learning the
best practices will repay the time and effort many times over.

•

Funding—each of the steps needed to grow from local company to national franchisor adds
cost to the business. The upgrades in trademark and trade dress, the legal requirements to
prepare the FDD and agreements with the franchisees, the costs of selling the franchises,
the expanded advertising budgets, and other expenses associated with a much larger
operation will need financing to get started. While this may be a worthwhile investment,
the start-up costs are significant and the consequences of meeting those expenses could
result in significant liability.

•

Management Team—the ability to address all the legal, business, and operational needs of a
franchise are significantly different than running the business itself. The management team

must be able to train and delegate new employees and franchisees to undertake the roles
that management previously had. Managing managers is a different experience than
managing front-line employees. Developing training materials for multiple locations is
different than helping train new employees. Each of these steps require additional skill sets
for the key management.
•

Legal and Accounting Team—the development of a franchise system is complicated because
of the intersection of state and federal law. The activity is highly regulated by some states,
and there are many pitfalls for those companies that treat the process casually. The legal
team must address the rules in each state where the franchisor plans to conduct business
and adjust some of the documentation accordingly. A strong team can open the business
to many new opportunities, while an inexperienced team could struggle to address these
demands.

There are many other considerations in addition to this short list. Nonetheless, this provides a
brief checklist for the questions a small business owner must ask before moving from one or two
locations into a regional or national franchise system.

4.

Thinking Like a Franchisee.

Only after the business owners have studied other franchise operations should they begin to
quantify all the operational steps of the potential franchise. Many processes and assumptions will be
noticed only after the business owners have spent time asking about similar issues in other companies’
operations. The ability to compare and contrast the experience will make the details shine out.
Similarly, the ability to understand the characteristics that will make a successful franchisee will
become more apparent after networking with franchise owners and franchise operators. Having the
funds needed to acquire the franchise is necessary, but it is not sufficient to mean the potential
franchisee will be the right fit. Successful franchisees need a great deal of independence and drive as
well as a willingness to follow instructions and work within a system. Capturing that balance will make
for a much stronger franchise owner. The franchisees must also be good problem solvers, excellent
communicators, and patient trainers. Finally, the franchisee must know the market in which they plan
to operate, so they can build business, work with the local community, and establish a presence within
their territory.
A potential franchisor, then, should be studying the lessons for the successful franchisee in an
effort to deliver the best possible franchise relationship for the franchisees. The success of the
franchisor is dependent on the success of the franchisees. The pricing, legal relationship, products and
services offered, locations selected, training, operational support, and other details of the relationship
must support both the franchisor and the franchisee. Some of these choices will increase the cost for
the franchisor, but most will not. Most of these considerations are designed to enable the franchisor
to make thoughtful decisions regarding its operations so that both the franchise system and all of its
participants can be successful year after year.

